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Tariff Losses Relative to GDP 

Empirical studies of the welfare effects of tariffs tend to show small 
percentage welfare losses. Part of the reason is due to the effect of 
excluding non-tariff barriers (such as quotas) from the analysis. Part of the 
reason is because some countries benefit from "terms of trade" effects of 
tariff protection. (See section 70) . But the main reason is that for many 
countries, imports are small relative to GDP. 

Consider Figure 1 on the next page. On Figure 1, — world price which 

for convenience we set equal to 1 by appropriate adjustment of the quantity 
unit. Let t = the specific tariff rate imposed. Before tariff imposition, the 
quantity of imports (M) = qiq 2 . The absolute change in imports due to the 
imposition of tariff t = dM = qiq 3 + q 2 q 4 . The welfare loss is one half of abci 
+ one half of efgh (i.e., abi + efh) . In other words, the net loss is tdM/2. 

Recall that because of the unitary price, M measures the value of 
imports as well as the quantity. The net loss due to the tariff as a 
proportion of GDP can be expressed as: 
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= .5 (% ad valorem tariff) x (% change in import quantity) x 

(imports as % of GDP) 

The term "imports as % of GDP" tells us right away that the welfare 
loss from tariffs is not likely to be great in countries in which the ratio 
of imports to GDP is small (as is the case for the U.S.) . 



